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Addrees by 1 he f h m p t x o l l e r  General of the United S t a t e s ,  
I'lmer B. S t a a t s ,  t o  the  J o i n t  S ta te -Federe l  F inenc ia l  Planage- 

ment Conference, Washington, D.C., October 9, 197.2 

PROGRESS I N  ElE FINANCIAL W>JAGEPENT OF ' FEDERAL GRANT-IN-AID PROGIWIYS~ 

I a p p r e c i a t e  t h e  oppor tuni ty  to  t ake  p a r t  i n  th i s  f i r s t  FederaWSta te  

conference on f i n a n c i a l  management i n  t h e  intergovernmental  r e l a t i o n s  

area. 1 hope t h a t  the conference w i l l  be he lp fu l  i n  f o s t e r i n g  improved 

communication betwsen t h e  d i f f e r e n t  levels of Government and, hopelu l ly ,  

i n  br inging  f o r t h  some ideas on where and how we can make b e t t e r  progress  

i n  improving g r a n t - i n - a i d  programs. 

It would be hard t o  f i n d  an  area of governm5nt a c t i v i t y  todc-y wi th  

problems of f i n a n c i a l  management more p re s s ing  or  more d i f f i c u l t  than i n  

t h e  area of Federal- g r a n t s - i n - a i d .  From r a t h e r  nodest beginnings,  t h i s  

means c * f  a s s i s t i n g  t h e  f inanc ing  of services proqided by S t a t e  and l o c a l  

governments has  today reached g i g a n t i c  p r o p o r t i o i s .  

Federal g r a n t s  to S t a t e  and local governmenzs c m e  i n t o  being more 

than  a century ago. Under t h e  N o r r i l l  Act of 18452, S t a t e s  rece ived  

Federal  lands t o  e s t a b l i s h  " land-grant"  co l l eges  offering courses  i n  

a g r i c u l t u r e ,  engineer ing,  and home economics. Tiiese ;;rants were s u b j e c t  
F 

to cond i t ions  spel :  ed o u t  ir. t he  l a w  and to Fede-a1 s . iperv is ion .  

I n  the  e a r l y  19OO*s, Federa l  a i d  w a s  extendc:d &rough o t k r  programs. 

The 1930's gave b i r t h  t o  a l a r g e  number of E'ederiil welfare, employment 

spcur i ty ,  housing, and h e a l t h  programs. 

many new and expanc.ed programs i n  a l l  or' t hese  a-eas . 
The ensiling y e a r s  brought f o r t h  
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In  recent years, the Federal Government has undertaken through grants  

to  help broaden elementary, secondary, and higher education opportunities;  

t u  develop economically depressed areas; t o  finance improved healfh serv- 

5 

ices and medical care f o r  the  indigent;  t o  attack poverty; t o  improve 

environmental quali ty;  and t o  transform c i t y  areas encumbered by slums 

i n t o  desirable  neighborhoods. 

Recent growth o f  Federal grants-in-aid has been grea t  and can be 

I t  i s  now running at about 27 b i l l i o n  dol la rs .  expected t o  continue, 
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Estimates of the number o f  Federal-aid programs d i f f e r ,  depending 

on which c r i t e r i a  are used. 

o ther  estimates put the number a t  around 1300. 

The figure most frequently c i t ed  is  400; 

These programs are  

administered by 21 Federal agencies through 150 major Washington bureaus 

and over 400 f i e l d  off ices .  

The growth i n  Federal grants-in-aid,  and i n  governmental services  

and a c t i v i t i e s  i n  general, i s  the  r e s u l t  o f  our p o l i t i c a l  decision-making 

process act ing i n  response t o  problems brought on by technological, 

economic, and sociological changes i n  our society.  Increases i n  population, s ,  

s h i f t s  i n  population from rura l  t o  urban areas and from center c i t y  t o  

suburbia, and changes in  necessary job s k i l l s  a d  educational leve ls  

stemming from technological development and increasing demands f o r  

services ,  have a l l  had t h e i r  e f f ec t .  

The resu l tan t  seemingly endless number and \ a r i e t y  of programs have 

so p ro l i f e ra t ed  and have such diverse  features and requirements t h a t  

S t a t e  and loca l  governments are faced with a mul t ip l ic i ty  o f  administrative,  

f inanc ia l ,  .and reporting problems. 
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The brunt of the demand for increased governmental se rv ices  has 
i. 

f a l l e n  on S t a t e  and loca l  governments which t r a d i t i o n a l l y  have admini- 

stered to the  needs o f  t he  people. The Federal Government has b5en 

drawn i n t o  the  pic.ture because of i t s  b e t t e r  command of f i n a n c i a l  

resources and its concern f o r  the  general  welfare of the  r e s iden t s  of 

all S t a t e s ,  and because c e r t a i n  problems transcend t h e j x i s d i c t i o n  of 

S t a t e  and loca l  governments. A l s o ,  recognition of d i f f e r i n g  S t a t e  fiscal 

capacities and the need t o  e s t a b l i s h  minimum standards tending t o  equal ize  

services to all c i t i z e n s  have increased Federal involvement i n  these  

problems. 

With f e w  exceptions, d i r e c t  administration of Federal g ran t  programs 

is by non-Federal managers and, on an o v e r a l l  bas i s ,  almost f o u r - f i f t h s  

of t h e i r  c o s t  comes from non-Federal sources. Tne Federal Government is  

a s s i s t i n g  the  S ta t e s  to fund programs which they are conducting t o  serve  

t h e i r  consti tuencies,  and t o  he lp  achieve na t iona l  goals.  

However, there  i s  a p r i c e  which goes w i t h  acceptance of the  funds, 

whether supplied f r o m  S t a t e  o r  Federal sources, and t h a t  i s  the responsi-  

b i l i t y  for the  pro2er management of the  resources so ent rus ted .  

manageuent requi res  a l a rge  measure of soph i s t i ca t ion  i n  management 

techniques. It e n t a i l s  such i n t e r n a l  cont ro ls  as proper organiza t iona l  

s t ruc tu re ,  checks md balances i n  t r ansac t ion  operations,  and i n t e r n a l  

aud i t .  It requi res  adequate and proper information systems, integrs.ted 

with the organization's accounting records when advantageous t o  do so. 

It requi res  operational standards,  r e s p o n s i b i l i t y  accounting, anr2 the  

use of cos t -benef i t  methods i n  planning and evaluating a l t e r n a t i v c  ways 

Such 

to  carry out  the programs. Most importantly, i t  requi res  t h a t  t he  manegers 
~. _I 



be informed--that is, be Pnformed of program plans, standards, and 

operations. 

and operating reports and they must be apprised as to the efficiency 

To be adequately informed'they must have valid financial 
P 

and effectiveness of operations. 

Because GAO has a relatively small staff in contrast to the great 

number, diversity and wide geographical distribution of the Federal grant 

programs, we could not possibly review in detail the total funds expended 

under such programs. Our emphasis has been directed toward improving, 

with respect t o  individual programs, the adequacy and reliability of 

the management systems utilized by the Federal, State, and local govern- 

ments. 

of responsibility by all parties concerned. 

These systems provide the vehicle for an appropriate discharge 

In view of the increasing number of grant-in-aid programs, the 

resultant difficult problems of administration, and our desire and need 

to move toward broader areas of inquiry, we believe we must go beyond 

the individual programs and consider problems ar.d opportunities for 

improvement from a broader viewpoint. 

of State and local governments in the grant-in-eid area from the 

perspective of the overall part they play in financial management with 

respect to a large portion of the Federal budget.. 

We must view the responsibilities 

As I mentioned, Federal grant-in-aid progrems serve many different 

objectives such as education, housing, job trair.ing and employment, health, 

and income maintenance. 

different programs, often administered by differecr Federal agencies in 

cooperation with different units of State goverr-ment and, either directly 

or through the State, different units of local E.overnment. 

Each of these objectives is served by several 
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These f a c t o r s  

on the  improvement k 

operate t o  m a k e  d i f f i c u l t  and to  place c o n s t r a i n t s  

of f i n a n c i a l  management. They also make necessary, 

as a condition precedent t o  dramatic improvement, a g r e a t  dea l  of e f f o r t  

i n  ident i fy ing  and defining s p e c i f i c  problems and t h e i r  r e l a t i o n s h i p  t o  

the broader p ic ture ,  i n  order  t o  permit t he  development of so lu t ions  

which give consideration t o  t h e  "real world .I' 

Indeed, the task confronting us  a l l  is immense and i t  w i l l  r equ i r e  

t h a t  al l  p a r t i e s  bring t o  bear upon these  problems the  utmost i n  research 

and innovative resources. Some beginnings have been made but we al l  have 

a long way to go. 

Spec i f i c  and ser ious  i n q u i r i e s  i n t o  the  problems of f inanc ia l  admin- 

i s t r a t i o n  of gran ts  s t a r t e d  i n  1962 when the  Muskie Subcommittee was 

authorized "to exainine, i nves t iga t e ,  and m a k e  a complete study of i n t e r -  

governmental r e l a t ionsh ips  between the  United S t a t e s  and the  S t a t e s  and 

municipali t ies." 

t he  Federal system and t o  enhance cooperation among a l l  l e v e l s  of govern- 

ment. This study, which w a s  made through a questionnaire and an ana lys i s  

of responses, resu l ted  i n  th ree  very informative repor t s .  

Subcommittee has continued i t s  deep i n t e r e s t  i n  t h i s  area. 

The purpose of t h i s  study w a s  t o  assist i n  strengthening 

The Muskie 

The Advisory Council on Intergovernmental Relations has a l s o  a c t i v e l y  

considered many of the problems of g ran t - in -a id  administration and has 

made numerous recommendations i n  several good r epor t s  on the sub jec t .  

As a r e s u l t  c f  these kinds of  e f f o r t s  the Congress passed the  

Intergovernmental Cooperation A c t  of 1968. =is act, Public Law 90-577, 

among o ther  things : 
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1. requires that full and current information is to be furnished 

5 

State executives and legislatures regarding the kind and amount 

of Federal grants-in-aid that have been awarded to and within 

their States, 

removes the requirement currently in many separate grant 

statutes specifying a particular State agency to administer 

grant funds, 

2. 

. 

3.  authorizes Federal departments and agencies to provide technical 

training and other services to State and local governments on 

a reimbursable basis, 

4. authorizes the President to coordinate and ensure more effective 

utilization of Federal funds under all federally aided programs, 

and 

makes provision for periodic review of Federal grant-in-aid 

programs that lack a specific termination date in order to 

ensure that these programs are kept in line with changing 

conditions and circumstances. 

5 .  

Proposed legislation termed the Intergovernnental Cooperation Act 

The proposed legislation of 1970 would amend and extend the 1968 Act. 

contains provisions for joint funding, grant consolidation, and improve- 

ments in accountin5 and auditing, and would require congressional 

committee oversight of specific grant programs. 

There are othx landmark enactments which have brought major improve- 

ments in administration of Federal grants-in-aid. One example, the 

Partnership for Health Act of 1966, currently urged as a model for 



"block grants," directsthe consolidation of a dozen or more separate 

health program authorizations into a single authorization. Anothe_r b 

example, the Demonstration Cities and Metropolitan Development Act of 

1966, provides greater flexibility to local governments in usini funds 

provided by the act for innovation or experimentation and for meeting 

immediate high priority needs of the particular locality. 

It is also useful t o  note a few of the recent actions taken by the 

executive branch: 

1. By Executive Order last February, President Nixon ordered 

the establishment of the Office of Intergovernmental Relations 

under the immediate supervision of the Vice President of the 

United States. This office, staffed by a director and a 

small number of professional personnel, serves primarily as 

a clearino, house for the prompt handling of problems brought ' 

to the attention of the Office of the President, and for 

generally improving coordination between the Federal, State, 

and local governments. 

2. In March 1969, the President ordered the establishment of 

uniform baundaries and locations of field offices for  Federal 

agencies dealing with urban and economic problems to facilitate 

intergovernmental coordination at the regional level. 

Simultaneously, he directed the Federal agencies on the Urban 

Affairs C:iuncil and the Office of Management and Budget to 

work togezher to modernize the Federal system of assistance 

to States and localities. 
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3. The Office of Management and Budget issued several circulars 

t o  Federal agencies concerning portions of the Intergovernmental 
3 

Cooperation Act of 1968 which provide for State and local clear- 

inghouses for grant planning, which provide for services-to be 

made available to State and local governments, and which 

describe the supplying of-information to States on grant awards. 

In August 1969, President Nixon proposed a work/welfare and 4 .  

FederalIState revenue sharing program which, if enacted, would 

undoubtedly result in greater ettention t o  consolidation of grant 

programs and greater efforts to place more autonomy and discretion 

on State and local authorities determining program priorities 

and use of funds. 

5 .  An Executive Order of April 1969 provides for experimentation 

with the joint funding of projects under the OEO and Juvenile 

Delinquency Acts and the designation of one Federal agency to 

administer grant funds. 

Parallel with these efforts, a survey was initiated in 1968 under 

the auspices of the Federal Government's Joint Financial Management 

Improvement Progrm to study and identify more specifically the problems 

of financial administration of Federal grants-in-aid to State and local 

governments. This survey, carried out by an interagency study group 

under GAO leadership, resulted in a comprehensiv? report in September 

1969 with numerous recommendations for follow-on study and action. 

As many of you are aware, three interagency task forces have been 

formed to follow up on the President's directive of March 1969 to seek 

ways of rnodernizinl; grant-in-aid administration. 
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One of the task forces was organized under the Department of 

. Health, Education and Welfare -to investigate ways of improving the 

o administration of grants to States. A second task force, under the 

Office of Management and Budget, had a similar oSjective with respect 

to grants to local governments. The two groups, now consolidated, have 

divided the subject into five areas: (1) grant applications and pro- 

posals, ( 2) reporting, ( 3) property management, ( 4 )  personnel manaiement , 
and (5) general administration. 

Each of these areas is important, but two of them deserve special 

meation. 

Grant applications and budgeting 

The first is the area of grant applications and proposals and the 

Because of the complexity of the 
* 

closely related matter of budgeting. 

grant programs and, frequently because of the requirements of Federal 

program managers, the preparation of applications for grants by States 

and local governments has become an extremely difficult - -some would say 

an impossible--process. The requirements for individual grant proposals 

are not oniy complex--there is little similarit3 between the requirements 

of one Federal department and those of other Federal departments having 

comparable programs. In many cases, there is irconsistency in the 

requirements within a single department. 

The Advisory Council on Intergovernmental Eelations attributed this 

dissimilarity to a "strong centrifugal force pulling against coordination 

within and among grant programs." 

We recognize that there are conflicts that are detrimental not oi4y 

t o  the well-being of the non-Federal community; they are also detrimental 

-9- 
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. the  achievement of Federal objectives lying behind grant programs. It 

' is the  responsibi l i ty  of the  team presently working i n  t h i s  area t o  

analyze the  varying requirements of the Federal departments and agencies 

for grant applications and endeavor t o  resolve the  confl ic t ing specifica- 

~. ~ 

. 

t ions .  

Adequate program and project  budgeting i s  of course dependent on 

timely information as t o  the  ava i l ab i l i t y  of Federal funds. I n  t h i s  

connection, the  National Governor's Conference i n  i t s  recent meeting i n  

Missouri made suggestions for :  

1. Advance funding f o r  at l e a s t  two years t o  assure avail- 

a b i l i t y  of funds, and 

Annu& qpropr i a t ions  p r i o r  t o  the  start of t h e  f i s c a l  
- 

2. 

year t o  provide lead time fo r  planning and personnel 

acquisit ion.  

These sugges.:ions, i n  the  main, a r e  a r e i t e r a t ion  of recommendations 

made by the  Advisory Council on Intergovernmental Relations in 1967, and 

cer ta inly have v e ~ y  considerable merit .  

funding i n  the st.?ongest terms i n  testimony on the Intergovernmental 

Relations Act of 1970. 

Accounting and Re3orting 

O u r  Office recommended advance 

%e need for improvement i n  the second area,  i .e., accounting and 

reporting, has lo ig  been recognized. 

is t he  lack of s tmdardizat ion among the  Federel programs, which may 

require a single unit of government t o  use varying accounting s t ruc tures  

and methods. 

One of the most frequent cr i t ic isms 



The reasons fo r  t h e  sometimes complex, oftentimes non-standardized 

. accounting and reporting requirements are  many. We are hopeful t h a t  

through t h e  e f fo r t s  of t h e  team working i n  t h i s  area improvements can be 

made. 

An inventory of requirements placed on grantees, undertaken by t he  

Department of Health, Education and Welfare, has provided a wealth of 

information i n  t h i s  area. The team is now examining and analyzing t h i s  

data t o  get  at the  underlying reasons for  the  differences i n  accounting 

and reporting requirements. We ant ic ipa te  t h a t  it w i l l  at least be able 

t o  m a k e  a beginning i n  es tabl ishing standards f o r  accounting and reporting 

requirements and hopeflilly t o  lessen the  burden placed on the  grantee. - 
Auditing 

The t h i r d  task force , organized following the  President 's  March, 

1969, direct ive i s  engaged i n  developing a body of standards applicable 

t o  the  auditing of Federally ass is ted programs. 

During the hearings last year on the  Intergovernmental Cooperation 

Act of 1970 we commented several  times as t o  the need fo r  the  Federal 

Governmentto develop auditing standards t h a t  could be agreed upon as 

applicable t o  a l l  Federal grant programs. 

The committee chairman, Congressman L. H. Fountain of North Carolina, 

asked whether GAO could help t o  "upgrade t h e  qual i ty  of postauditing i n  

the  States  by se t t i ng  standards t h a t  would enable Federal agencies t o  

place greater re l iance on State e f for t s . "  

Following the  hearings, we suggested revised language for  t he  pending 

Intergovernmental Cooperation A c t  t o  authorize the  Office of Kanagement 



and Budget or  such other  agency as the  President may designate, i n  

cooperation with the  Comptroller General, t o  develop and issue pr inciples  

and standards of auditing f o r  t he  guidance of Federal executive agencies, 

S ta te  and local. governments, and independent public accountants engaged 

i n  the  audit  of Federal ass is tance programs. 
* 

This suggestion and others are still being considered by the Senate 

and House committees. 

Not long a f t e r  these hearings, with the  ccoperation of the Office 

of Management and Budget and other major Federal agencies d i rec t ly  in- 

volved i n  Federal grant programs, t he  GAO took the  lead i n  organizing 

an interagency working group t o  spend full time reviewing grant program 

auditing problems and developing a body of auditing standards. 

group began work in February 1970. 

This 
- 

There are several  in te r re la ted  purposes t o  be served by t h i s  e f fo r t .  

These purposes a r 5 3  to:  

1. 

2. 

Promote improved auditing and thereby be t t e r  management 

of the grant programs. 

Obtain adequate evaluations pertaining t o  performance 

of programs and accountabili ty f o r  the public funds 

used i n  them. 

Provide information resu l t ing  from such evaluations 

t h a t  will enable executive and progran: managers as 

well  as l eg is la tors  a t  S t a t e ,  local, 2nd Federal 

l eve ls  t 3  more e f fec t ive ly  carry out t h e i r  respon- 

s i b i l i t i e s .  



4. Simplify auditing arrangements as much as possible. 

5. Obtain agreement on auditing standards t o  be Et as 

a basis  f o r  greater  reliance by Federal agencies on 

the  audit work performed by or f o r  S ta te  and loca l  
* -  

' governmental bodies.  

In  carrying out t h i s  project ,  we propose t o  suggest standards that 

should apply i n  the audit  of Federal grant programs irrespective of who 

does t h e  auditing 01" whether it i s  done by one group o r  by several  

groups. 

involves the audit of the performance of t he  Federal agencies who are 

responsible fo r  administering Federal grants , the  t o t a l  auditing e f fo r t  

should be conceived as one t o  be carried out by more than one group. 

Bearing i n  mind t h a t  the audit of Federal grant programs also 

- 

In  developing the  standards, it is contemplated that the scope of 

auditing of the assistance programs will be complete and thereby embrace 

these broad areas : 

--Fiscal and accounting operations, including controls over 
financial  and property resources and f inancial  reporting. 

--Complianc? w i t h  apblicable Federal, S ta te ,  and local 
governmental l a w s ,  regulations, and requirements. 

--Identification of opportunities f o r  greater efficiency 
and econcny. 

--Evaluati@n of effectiveness and accomplishments of the  
programs and expenditures. 

The l a t t e r  objective i s  the most evolutionary i n  the present s t a t e  

of development -3f the audit  Aurction, but it is a lso  one of the  most 

important. Th i s  objective seeks t o  answer the  simple question of 

whether the prcgrams as carried out and the expenditures as made a r e  

doing what the3- are sup2osed t o  do. We believe t h a t  t h i s  question i s  a 

i 
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legitimate--perhaps the  maj 
A 

r-- mc ern f the  auditor;  however, it w i l l  

probably be challenged i n  many quarters.  

There are many problems, concepts, and a t t i t udes  t o  be recpnciled 

Yet t h e  ob- i n  constructing an integrated body of auditing standards. 

jective i s  sound since such an audit  comes nearest  t o  meeting the  needs 

of program managers, agency .heads, l e g i s l a t o r s ,  and the  public. 

One type of standard which can be expected t o  be suggested i s  t h a t  

the  extent of audit  work t o  be performed i n  a given case should be deter- 

mined on the  basis of judgment as t o  t he  adequacy of t h e  in t e rna l  manage- 

m e n t  control  system in  being, including t h e  nature and qua l i ty  of audi t  

work t h a t  i s  beins o r  may h&ve d r e a d y  been performed. 

t h i s  standard requires evaluation a d  t e s t i n g  es a bas is  for such 

judgment, but it is  a commonly accepted and followed audi t  procedure. 

Application of 

The pr inc ip ls  of audi t  re l iance  on established in t e rna l  controis ,  

including in t e rna l  audi t ,  i s  re f lec ted  i n  t h e  general policy of t h e  

Federal Government, as expressed i n  Bureau of the  Budget Circular 

No, A-73 i n  1965, t o  make maximum use of audi ts  performed by the in- 

t e r n a l  or independent auditors of grantees and t o  avoid unnecessary 

duplication of audit  work by Federal agencies. 

Although t h i s  policy has been i n  s t a t ed  form f o r  over 5 years ,  it 

i s  d i f f i c u l t  t o  assess i t s  impact on ac tua l  pract ice .  

Financial  Managercint I m provement Program repoi t of September 1969 

pointed out ,  Federal agemies  have made major gains i n  working with 

S ta tes  and loca l  sovernments t o  achieve greater  re l iance on and use of 

A s  t h e  Jo in t  
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' non-Federal audits but far less than t h e  rnaxilnum potent ia l  has been 

realized. b 

We are hopeful t h a t  we w i l l  be able t o  complete the  project t o  . 
develop an acceptable body of auditing standards within the  next year. 

We are a l s o  exploring t h e  poss ib i l i t y  of developing and presenting a 

descriptive t ra in ing  course on t h e i r  application as a Federal project  

without cost t o  our non-Federal partners,  except f o r  the cost of 

t ravel ing t o  a convenient cen t r a l  location. 

In  closing, I want t o  commend you f o r  your e f f o r t s  i n  developing 

t h i s  first State-Federal f inanc ia l  management conference. We need 

more meetings of t h i s  nature,  where we can l i s t e n  t o  each other and 

t r y  t o  understand iach other 's  needs and problem. 

cation can be a giant s tep  i n  the  resolution of f inanc ia l  management 

problems which have plagued all of us f o r  many years. 

matters can only be resolved by vigorous and e f fec t ive  par t ic ipat ion on 

the par t  of the S ta tes  and t h e  Federal Government. 

action groups reprPsenting both pa r t i e s  can bring in to  being t he  

necessary improvenents i n  the management of these programs. 

- 

Effective communi- 

However, these 

Strong, organized 

L e t ' s  hope t h a t  t h i s  i s  the  f i rs t  of many successful meetings. I 

can assure you of our sincere and vigorous cooperation. 
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